
STATE OF NEW YORK
STATE TAX COMMISSION

In the Matter

J & L Partnership

for Redetermination of a

of a Determinat ion or a

Unincorporated Business

under Article 23 of the

o f

o f

the Petit ion

AFFIDAVIT OF MAILING

Deficiency

Refund of

Tax

Tax Law

&  1 9 7 0 .

or a Revis ion

for the Years 1968. 7969

State of  New York

County of Albany

Jay Vredenburg, bei-ng duly sworn, deposes and says that he is an employee

of the Department of Taxation and Finance, over 18 years of age, and that on the

13th day of  March,  1981,  he served the wi th in not ice of  Decis ion by cer t i f ied

mai l  upon J & L Partnership,  the pet i t ioner  in  the wi th in proceeding,  by

enclos ing a t rue copy thereof  in  a securely  sealed postpaid wrapper addressed as

fo l l ows :

J & L Partnership
c/o Keeler, Phibbs & Co.
306 E.  Market  St .
Harrisonbutg, VA 228OL

and by deposi t ing same enclosed in a

(post  of f ice or  of f ic ia l  deposi tory)

Uni ted States Posta l  Serv ice wi th in

properly addressed

exclusive care and

postpaid

under the

the S

wrapper in a

custody of the

t i t ioner herein

ss of the

That deponent further says tha sa id addres

and that the address set forth on sa wrapper is the

pe t i t i one r .

Sworn to before me this

13 th  day  o f  March ,  1981.

i /
l_/

Yor

e is the

Iast known

i/
l/



STATE OF NEW YORK
STATE TAX COMMISSION

In the Matter

J & L Partnership

for Redetermination of a

of a Determination or a

Unincorporated Business

under Ar t ic le  23 of  the

of  the Pet i t ion

o f

AFFIDAVIT OF MAIIING

or a Revis ion

for the Years 1968. 1969

State of New York

County of Albany

Jay Vredenburg, being duly sworn, deposes and says that he is an employee

of the Department of Taxation and Finaace, over 18 years of age, and that on the

13th day of March, 1981, he served the within not ice of Decision by cert i f ied

mail upon Peter Van N. lockwood the representative of the petitioner in the

within proceeding, by enclosing a true copy thereof in a securely sealed

postpaid wrapper addressed as fol lows:

Mr. Peter Van N. Lockwood
Capl in & Drysdale
1101 Seventeenth  St .  N .W.
Washington, DC 20A36

and by deposit ing same enclosed in a postpaid properly addressed wrapper in a

(post of f ice or off ic ial  depository) under the exclusive care aad custody of the

United States Postal  Service within the State of New York.

That deponent further says that the said addressee is the representative of

the pet i t ioner herein and that the address set forth on said wrapper is the last

Sworn to before me this

13 th  day  o f  March ,  1981.

Defic iency

Refund of

Tax

Tax law

&  1 9 7 0 .



STATE OF NEW YORK
STATE TAX COMMISSION

ALBANY,  NEW YORK 12227

March 13 ,  1981

J & I Partnership
c/o Keeler,  Phibbs & Co.
306 E.  Marke t  S t -
Harr isonburg, VA 22BOI

Gentlemen:

Please take not ice of the Decision of the State Tax Comnission enclosed
herewith.

You have now exhausted your right of revier{ at the admi-nistrative level.
Pursuant to sect ion(s) 722 of the Tax Law, any proceeding in court  to review
an adverse decision by the State Tax Commission can only be instituted under
Article 78 of the Civil Practice Laws and Rules, and must be commenced in the
Supreme Court of the State of New York, Albany County, within 4 months from
the dat.e of this not ice.

Inquiries concerning the comput.ation of tax due or refund allowed in
accordance with this decision may be addressed to:

NYS Dept .  Taxat ion  and F inance
Deputy  Commiss ionen and Counse l
A lbany ,  New York  12227
Phone # (518) 457-6240

Very truly yours,

STATE TAX COMMISSION

cc:  Pet i t ioner 's  Representat ive
Peter  Van N.  Lockwood
Capl in & Drysdale
1101 SevenLeenth St .  N. I , ' I .
Washington, DC 20036
Taxing Bureau' s Representative



STATB OF NEW YORK

STATE TAX COMUISSION

In the Matter of the Pet i t ion

o f

J & I PARTNERSHIP

for Redetermination of a Deficiency or
for Refund of Unincorporated Business Tax
under Article 23 of the Tax Law for the
Years  1968,  1969 and 797A.

DECISION

Peti t ioner,  J & I  Partnership, c/o Keeler,  Phibbs & Co. ,  3A6 East Market

Street,  Harr isonburg, Virginia 228A1, f i led a pet i t ion for redeterminat ion of

a def ic iency or for refund of unincorporated business tax under Art ic le 23 of

the  Tax  Law fo r  the  years  L968,1969 and 1970 (F i le  No.  01281) .

A formal hearing was held before James T. Prendergast,  Hearing Off icer,

at the off ices of the State Tax Commission, Two World Trade Center,  New York,

New York, on August 16, r97B aL 9:15 A.M. Pet i t . ioner appeared by Capl in &

Drysda le ,  Esqs .  (Peter  Van N.  Lockwood,  Esq. ,  o f  counse l ) .  The Aud i t  D iv is ion

appeared by  Peter  Cro t ty ,  Esq.  (Frank  lev i t t ,  Esq .  ,  o f  counset ) .

ISSIIE

Idhether intangible dri l l ing and development expenses paid by petit ioner

in connection r+rith its interest in a Venezuelan oil and gas well venture may

proper ly  be taken as a deduct ion for  unincorporated business Lax purposes.

FINDINGS OF FACT

1. Pet i t ioner,  J & L Partnership, f i led unincorporated business tax

re turns  fo r  1968,  1969 and 1970.

Z. On Apri l  12, 1974, the Income Tax Bureau issued a Statement of Audit

Changes with a Not ice of Def ic iency against pet i t ioner for 1968, L969 and 1970

for unincorporated business taxes due in Lhe amount of $48 r314.22, plus interest



o f  $ 9  , A 0 7 . 3 2 ,  f o r  a  t o t a l  o f  g 5 7  , 3 7 5 . 5 4 .

3. Pet i t ioner t imely f i led a pet i t ion for redeterminat ion of def ic iency,

contest ing the disal lowance by the Income Tax Bureau of a business deduct ion

for a loss which arose from an investment in the ttHome-Stake Production Company

1970 Program"  jo in t  ven ture ,  wh ich  loss  amounted to  $800r000.00 .

4. J & I  Partnership ("J & L") was the trade name of a partnership

business operated by James H. Leachman and Leland l .  Leachman, both of whom

resided in New York. J & L was organized in 1965 and was pr incipal ly engaged

in catt le farming and in the investment of partnership earnings from catt le

farming. From 1967 unt i l  June, L969, J & I  maintained i ts off ices at Rhinebeck,

New York. In 1969, J & L sold al l  of  i ts catt le holdings pursuant to instal lment

sales contracLs and reported earnings therefrom on i ts unincorporated business

tax returns for 1969 through 1973. J & I  reported i ts income without al locat ion.

5 .  In  1970,  fo r  a  to ta l  cons idera t ion  o f  $800,000.00 ,  pe t i t ioner  acqu i red

forty part ic ipat ing units in the Home-Stake Product ion Company 1970 Program

("1970 Program"),  which represented an undivided ownership, in the proport ion

40/gtt  ( the proport ion pet i t ionerrs investment bore to the total  number of

part ic ipat ing units),  in 75Lz percent of the working interest of  certain Venezuelan

oi l -bearing propert ies. The remaini ,ng 24>2 percent of the working interest was

orvned by Home-Stake 1970 Program Operat ing Corporat ion ("Operator") ,  the

operator of the 1970 Program.

The considerat ion paid comprised pet i t ioner 's proport ionate part  of

Lhe intangible dr i l l ing and development costs for the 1970 Program.

6.  The 1970 Program was a jo int  venture t reated as a par tnership for

Federal  income tax purposes.  The Operator  and the 1970 Program were both

headquartered at  Tulsa,  Oklahoma.
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7. The agreernent entered into by petit ioner and the Operator provided,

i n  pa r t :

"r t  is understood that you [pet i t ioner]  sharl  own, and may take in
kind, or dispose of,  your proport ionate part  of  ar l  product ion from
arl  of  the Joint Venture propert ies. However,  unt i l  otherwise
instructed by you, Home-Stake shal l  be authorized to enter into
sales contracts for the sale of your share of the product ion ar is ing
from the propert ies for such periods of t ime as are consistent with
the minimum needs of the industry,  but not Lo exceed one year."

However '  none of the part ic ipants ever exercised this opt ion to take

product ion in kind from the oi l  and gas operat ions, possibly for Lhe reason

that oi l  and gas operat ions could only be conducted by a concessionaire l icensed

by the Venezuelan government.

8. Pet i t ioner,  on i ts 1970 New York State Partnership Return, deducted

as  a  bus iness  expense the  $8001000.00  i t  pa id  in  in tang ib le  d r i l l i ng  and

development costs.

In 1971 and' 1972, J & I  received income in the amounts of $52,880.00

and $8 ,959-00,  respec t ive ly ,  f rom i ts  in te res t  in  the  1970 Program,  wh ich  i t

reported in i ts partnership returns for said years.

9. The Audit  Divis ion disal lowed the aforementioned deduct ion on the

ground that Lhe expenses were incurred in connect ion with a business carr ied

on outside New York State.

10.  0n October 31,  7972,  the Internal  Revenue Serv ice issued Audi t  Changes

for  the years 1967 through 1970,  i -n  which i t  decreased farm losses repor ted by

pet i t ioner  and d isal lowed the $800r000.00 deduct ion pet i t . ioner  had taken for

in tangib le dr i l l ing expenses.  Pet i t ioner  has f i led a pet i t ion wi th the U.S.

Tax Court  contest ing the proposed d isal lowance of  sa id dr i l l ing expenses.  No

resolut ion of  that  issue has vet  been made.
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CONCIUSIONS OF IAII

A. That the intangible dr i l l ing and development expenses paid by pet i t ioner,

as a participant in the Home-Stake Production Company 1970 Prograur Joint

Venture, are disal lowed since said expenses $rere attr ibutable to "real propertyi l

Iocated outside New York SLate within the meaning and intent of  sect ion 707(e)

of the Tax Law.

B. That the pet i t ion of J & L Partnership is denied and the Not ice of

Def ic iency  issued on  Apr i l  12 ,  1974 is  sus ta ined.

DATED: Albany, New York

3 1981MAR 1

COMHISSION

COMMISSIONER


